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DEPARTMENT OF VETERANS AFFAIRS
BUDGET PRIORITIES FOR FISCAL YEAR 2005

THURSDAY, FEBRUARY 12, 2004

HOUSE OF REPRESENTATIVES,
COMMITTEE ON THE BUDGET,
Washington, DC.

The committee met, pursuant to call, at 1:05 p.m. in room 210,
Cannon House Office Building, Hon. Jim Nussle (chairman of the
committee) presiding.

Members present: Representatives Nussle, Shays, Gutknecht,
Hastings, Schrock, Brown, Putnam, Bonner, Spratt, Baldwin,
Moore, Edwards, Capps, Thompson, Baird, Majette, and Kind.

Chairman NUSSLE. Good afternoon. This is the full committee
hearing on the budget, the President’s budget for veterans for fiscal
year 2005. We have two witnesses for us today, two panels of wit-
nesses, I should say. The first panel is, of course, the very honor-
able Secretary of Veterans Affairs, Anthony Principi, who we wel-
come back to the Budget Committee. We are pleased to have you
here today. We welcome you, and your secretaries and staff to the
committee room.

We are holding hearings, as you know, all year on the budget
and on the President’s budget in particular. And I happen to be-
lieve this is probably one of the most important hearings that we
will hold all year. Today we have the opportunity to focus on our
Nation’s more than 25 million veterans who have served our coun-
try, the men and women who have made sacrifices for all of us to
protect our freedom.

Like the roughly 60,000 veterans that I am proud to represent,
and the over 280,000, as I understand it who live in the State of
Towa, veterans throughout the country are the reason we have been
and will remain a great Nation.

And I know there are a number of veterans that are here in the
room today. And we welcome you, and we thank you for your serv-
ice to our country.

I know that all of us in Congress are truly grateful to veterans,
including all of the men and women who are currently serving us
throughout the world protecting our freedom and keeping that light
burning. We know that they sacrifice so that we can continue to
have the luxury of living in the greatest democracy in the world.

So while there is likely to be differences of opinion between par-
ties and across the aisle on different issues from time to time, it
is my hope that we are all able to work together in a bipartisan
way to address the needs of veterans here in the country, even
though we may have our differences.
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There are Republican veterans, there are Democrat veterans,
there is independent veterans, they come in many sizes and shapes
and forms. And, but in the same way that each of us want to put
each and every one of them put their differences aside for the cause
that they served in service to our country I hope that we can do
the same.

That said, I am pleased to say that over the past several years,
I believe we have shown a level of gratitude befitting the service
that these men and women have provided us through hefty in-
creases in funding and substantial increases in benefits and serv-
ices.

Since Republicans took control of Congress in 1995, I would like
to highlight some of the things that have occurred that we built
upon and that we hope to build upon even today. So let’s take a
look at some of those improvements. In 1999, as an example, the
Republican Congress extended VA medical care to veterans return-
ing from combat zones. This now includes Reserve and National
Guard personnel called to active duty who are returning from Iraq
and the Afghanistan conflicts.

I have got some charts that I would like to refer to. Since 1995,
if you look at the first chart, total spending on veterans has in-
creased from 38 billion to $60 billion. That is a 58-percent increase
compared with a 36-percent increase during the previous 10 years.
So we build upon a base of support that I think is certainly one
that deserves credit.

Secondly, spending per veteran. The substantial increases in vet-
erans benefits have occurred while the actual number of veterans
has of course and unfortunately declined, especially over the last
10 years. As a result, payments per veteran rose from approxi-
mately $1,300 in 1995 to about $2,400 in 2004. That is a 79-per-
cent increase if you compare it to the previous 10 years, which was
only a 39-percent increase.

So, again, whether you look at total spending or on a per veteran
basis, the increases in the budget have been substantial and appro-
priate.

Let’s look at medical care funding as an example. In just this
past 10 years, VA medical care funding VA has been increased by
75 percent, from $16 billion to $28 billion with a especially large
increases of 13 percent in both 2003 and 10 percent in 2004.

Let’s look at medical care eligibility. In 1996, the Republican
Congress led the way for an historic expansion in eligibility for VA
medical care. As you can see from the chart here, at the same time
the number of veterans using VA medical care has increased from
2.5 million in 1995, to now almost 5 million veterans using VA
medical care today.

Let’s look at the Montgomery GI bill. Since 1995, the monthly
education benefit payment levels under the GI bill have expanded
or increased from $405 to $985. That is a percentage increase of
143, 143-percent increase, far higher than the 35-percent increase
during the previous 10 years.

Military retirees injured in combat, while training for combat,
now, and who are 50 percent or more disabled are able, for the first
time in over a century, to receive retirement benefits concurrently
with veterans disability compensation.
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The Republican Congress has passed significant expansion in
military health care program for the over 65 military retirees, the
TRICARE-for-Life program.

We have also ensured that we are providing for those men and
women serving our country now. Over the past 3 years, we have
increased military basic pay of 21 percent, and when food and the
housing allowances are added, the increase has reached almost 29-
percent increases for the men and women who are serving our
country.

Simultaneously, the Department of Defense’s annual budget has
increased almost $150 billion to prosecute the global war on ter-
rorism and to carry out military transformation.

And I will assure you that I, joined with members of this com-
mittee and Congress, on both sides, will continue our commitment
ensuring that those who have served our country with pride and
valor and dignity receive the best of America’s appreciation.

Now, having said that, I know that it is probably never going to
be exactly enough, that there will be more requests, more interest
in increasing funding. And certainly we will take those requests
under advisement, under very specific advisement, because we are
in the process of setting priorities.

But, I think it is very important for us to remember where we
have come and how far we have gone as we build upon those ac-
complishments. Today, we have asked the Department of Veterans
Affairs, Secretary Principi, to discuss with us the President’s re-
quest for veterans benefits funding for fiscal year 2005.

So, Secretary, we welcome you. We look forward to your testi-
mony. And we know that this is a critical issue of personal issue
for you. And a personal crusade that you have been on yourself,
and we are proud to work with you. And with that, I would like
to ‘i{urn it over to Mr. Spratt for any comments he would like to
make.

Mr. SPRATT. Secretary Principi, we are glad to have you here,
and appreciate the fact that you would come and testify. And your
reputation precedes you. You have a long record of service as the
Secretary of the Department, the Deputy Secretary, and, I believe,
an apprenticeship here on the Hill to boot.

I want to welcome also the witnesses from our second panel rep-
resenting Amvets, the Paralyzed Veterans of America, DAV, the
Disabled American Veterans, and the VFW, the Veterans of For-
eign Wars.

These four organizations once again have collaborated to come up
with an assessment of the resources that they feel are needed to
meet the promises that were made to our veterans. They have pub-
lished it in what they call the independent budget. It is always a
thorough piece of work, a challenging piece of work, and it com-
mands great respect and we look forward to having their testimony
today.

Trying to find the right funding for veterans programs involves
a number of challenges. Some of them are shared across the Fed-
eral budget, and some are unique to veterans. About half of the VA
budget goes to compensation and pensions and other entitlement
programs that operate under permanent law. That is not primarily
our concern today.
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The other half, our chief concern, is appropriated annually by
Congress. That portion is mainly devoted to veterans health care.
And most, but not all, of the controversy in recent years over the
level of funding has centered on this portion of the budget.

If I can have the first chart. This is our calculation of what the
President’s budget does to the discretionary portion of the veterans
budget over time when you measure it in real purchasing power.
The blue line being constant purchasing power, is about $30 billion,
the red line showing that every year in real terms constant dollars
purchasing power, funding for veterans health care goes steadily
downward.

Now, spending on veterans health care, the chairman is correct,
has risen substantially over the past few years. But frankly the de-
mand for these services seems also to be growing and even faster.
There has been a marked increase in both the demand and the re-
sources for health care since Congress expanded access to the sys-
tem several years ago.

Let me reference, if I could, chart No. 3. That steep incline in the
mid 1990s showed you what happened when we went out and tried
to enroll all veterans, extended the service of the Veterans Admin-
istration hospitals to everybody who we could capture in the sys-
tem, not only the 1s and 2s, but the 7s and 8s as well.

And we had a precipitous increase. And the fact of the matter is,
we are now attempting to serve that population and serve them
with a budget that doesn’t fully meet the needs of all of the people
who would otherwise be qualified. That is the dilemma that we find
for ourselves.

Last year there was an attempt to lower the funding levels for
veterans programs. The proposal this year for us for programs such
as veterans health care and the administration of benefits, con-
struction, cemeteries, also is a bit below current service. It is $257
million by our calculation. That is using the CBO baseline. I under-
stand if you use the OMB baseline, it is actually even more below
the level of current services. We believe $257 million is the amount
that the request is this year below current services.

That is a lot of money. But, if you run it out over 5 years it is
even more. Because, by our calculation over 5 years, the level of
funding for appropriated veterans programs, mainly veterans
health care, over 5 years, is about $13.5 billion below current serv-
ices. That is big money. That is a big shortfall.

At the end of this 5-year period, the funding in this budget for
health care and other discretionary programs is about 14%2 percent
below today’s current services levels. Now, this is not because the
number of patients is going down; it is not. It is not because health
care inflation is coming down, it probably won’t. It is not a result
of anomalies in the baseline.

In fact, if you compare the CBO baseline, the OMB baseline, the
OMB baseline shows the cuts even deeper. Now some may say
these are just cuts against a baseline, which is a construct, it is not
a real number, it is not a real cut, it is a paper cut. But, the fact
is, that while this budget proposes a nominal increase of $521 mil-
lion in 2005 above 2004, there is still a cut in real purchasing
power of $257 million.
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And over the next 5 years, this cut gets even worse. There is no
increase for inflation, no increase for the extra caseloads. We fall
farther and farther behind as we go out in time. That is a problem
that we have all got to confront and deal with today, that is why
we asked the veterans themselves to come to us to find out that
their picture, their appreciation of the adequacy of this budget.

The President’s budget attempts to deal with the enormous defi-
cits that we have got. It is $521 billion this year, $368 billion next
year, 2005. That doesn’t include the likely sum of $50 billion need-
ed to support our troops in Iraq and Afghanistan. So it is a tough
problem. But he has chosen to focus most of his spending restraints
on one particular category of the budget known as nondefense dis-
cretionary spending, and the veterans administration health pro-
grams happen to come out of that particular segment of the budget.

And by bearing down on that segment, and not looking at other
places in the budget, and particularly the other side of the ledger,
tax cuts as an additional request in this year’s budget for a trillion,
$200 billion in additional tax cuts, what happens is, we make a
small dent in the deficit, but we make a big hole in the programs
that happen to fall in this category of the budget. And the Veterans
Administration is one of them.

We are seeing now what we have been talking about for several
days since we first saw the President’s program, the consequences
for essential programs like this, if we pursue the budget path the
President has laid out, which concentrates a lot of its effort on cost
savings on discretionary spending.

Now, if that were a solution to the problem, if it were a solution
to the problem, we would say this may simply have to be. Because
we got to get our books back in balance. But, as I said, this doesn’t
solve the problem, because it doesn’t begin to encompass everything
that is happening in the budget. We have had huge tax cuts. Addi-
tional tax cuts will only drive us deeper in the hole and make it
harder and harder to reach the levels, attain the levels that we all
recognize are necessary if we are going to keep our promises to our
veterans.

So we look forward to your testimony today, Mr. Secretary. We
appreciate your being here. We look forward to working with and
seeing if we can keep our promises to our veterans and give them
the services and the programs that they deserve and were told that
they would have the right to.

Chairman NUSSLE. Thank you, Mr. Spratt. Mr. Secretary, wel-
come again. Your entire testimony will be made part of the record.
And you may summarize as you feel necessary. Welcome.

STATEMENT OF HON. ANTHONY J. PRINCIPI, SECRETARY,
DEPARTMENT OF VETERANS AFFAIRS

Secretary PRINCIPI. Thank you. Good afternoon, Mr. Chairman,
Mr. Spratt, members of the committee. It is certainly a pleasure to
appear before the Budget Committee on a very, very important
budget, as you have indicated.

This year and next year, if this budget is approved, 800,000 more
veterans, a very significant number, will receive VA medical care
than in 2001, the year I became Secretary of Veterans Affairs. And
I believe that these veterans are the beneficiaries of respect of the
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American people as reflected in the budget increases requested by
the President, combined with the active and successful advocacy
and support of Members of Congress.

As the first graph shows, our health care budget alone over the
past 4 years, with the enactment of the 2005 budget, has increased
over 40 percent. And I thank the members of the committee for
your tremendous contribution to this achievement.

Health Care Workload

Projected
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This is the golden age of VA health care. Never before has the
quality of VA health care been so good. This is not my dad’s VA.
Never before has access been this broad. We now have some 700
community-based outpatient clinics in the VA. Prior to 1994-95 we
had virtually no community-based outpatient clinics.

Never before have we treated so many veterans at so many loca-
tions. As the second graph shows, the number of new veteran en-
rollees has increased rather substantially from 6 million in fiscal
year 2001 to our projected 8 million in 2005.

The number of veterans enrolling in the VA health care system
has risen rather dramatically as a result of open enrollment in
1998. And the number of veterans treated has also risen dramati-
cally, from about 4.3 million in fiscal year 2001 to 5.3 million pro-
jected in the fiscal year 2005.

This year we are on track to do 50 million outpatient visits in
the VA, up from 41 million just a few years ago. And we expect to
fill almost 110 million prescriptions for drugs. About 565,000 vet-
erans will be inpatients in one of our facilities at some point this

ear.

With 2005, our total health care budget authority would increase
4.1 percent over fiscal year 2004, and sustain the gains veterans
achieved over the last 3 years. And this chart shows the President’s
request from the prior year, and I think over the past 4 years, we
have seen dramatic increases in the President’s request to the Con-
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gress, and the Congress has, of course, this past year in 2004,
added to the President’s request.

Medical Care Request
Change Over Prior Year
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I believe that we will be able to maintain our status as the
standard of quality care and meet our goal of scheduling nonurgent
primary care appointments for veterans within 30 days, and 99
percent within 90 days. My goal is to eliminate our waiting list this
spring, 90 days after receiving the fiscal year 2004 appropriations.
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And we will continue, Mr. Chairman, Mr. Spratt, members of the
committee, to focus on the medical needs of veterans identified by
Congress as the highest priority, the service connected disabled,
the lower income veterans, who have few, if any, options for care
other than the VA, and of course, those who need specialized serv-
ices like spinal cord injury, blind rehabilitation and mental health.

This budget request also more than doubles from the current fis-
cal year our appropriation request for construction of the new and
improved facilities soon to be identified through our CARES proc-
ess. And I know construction and CARES has been an important
issue to Members of the Congress. But this request will double the
amount of money that we have allocated for the CARES process.

Status of
Disability Claims Inventory

H Total Pending

And, in addition, I plan to use the authority granted by Congress
and apply up to $400 million of medical care appropriations to
CARES projects so that we can get on with modernizing our VA in-
frastructure. This makes a total of approximately $1 billion we will
now be able to commit in fiscal year 2004 and 2005 to transforming
VA’s legacy infrastructure into a 21st century health care system.

Perhaps most importantly, the budget will fund high quality care
for veterans returning to our shores from Iraq and Afghanistan. Of
the approximately 83,000 veterans who have been discharged and
served in Enduring and Iraqi Freedom, roughly 12 percent have
come to us for care, about 9,700. Of those who have been dis-
charged after serving in Afghanistan, about 1,400 of those veterans
have came to the VA for health care.

There is no question, however, that we still have challenges
ahead of us. And we are trying to respond to those challenges with
policy initiatives. First, we emphasize our commitment to the high-
est priority veterans, by asking Congress to raise the income
threshold to $16,500 from $9,800 and thereby exempting low in-
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come veterans from pharmacy copayments, lifting the burden from
the poorest of the poor in the veteran population.

We also asked Congress to eliminate all copayments for former
prisoners of war, and propose to eliminate copayments for veterans
who are in hospice care programs in home or under contract.

And in those cases where our patients must make copayments to
their health insurers for emergent health care in private sector
hospitals, we asked for the authority to reimburse them for those
costs to their insurance companies.

At the same time, we also asked Congress to approve both a
modest increase in pharmacy copayments and a modest annual fee
totaling less than $21 a month, a very small portion of the cost of
care for higher income nondisabled veterans using our system.

This is not an enrollment fee. Any veteran in categories 1
through 7 can continue to enroll. It would be an annual fee col-
lected from veterans receiving care, again, the higher income non-
service disabled, and could be paid on a monthly or annual basis.

The budget request also sustains our tremendous progress in
bringing our disability claims backlog under control. By the end of
last fiscal year, we reduced our inventory of rating-related claims,
claims for disability compensation and pension from 253,000 down
from a high of 432,000, notwithstanding the fact that we get about
60,000 new claims in each and every month in the VA, a very high

number.
Status of
Disability Claims Inventory

H Total Pending

The percentage of veterans waiting more than 6 months for a de-
cision on their claims has dropped from 48 percent to 18 percent.
There was a court decision in September of 2003 which prevented
us from acting on many claims. But Congress corrected that prob-
lem for us and we are back on track in deciding those claims. And
that number in terms of timeliness and the size should be coming
down.
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It is interesting to note that the number of veterans receiving
service-connected disability compensation is projected to increase to
2.6 million from 2.3 million in 2001, reflecting in part implementa-
tion of decisions to automatically service connect veterans with dis-
eases associated with exposure to herbicides like Agent Orange,
and also our focus on reducing this enormous backlog, getting deci-
sions made, we have increased the number of veterans who are in
receipt of disability compensation.

VA is not only health care and benefits, as you know, we also
honor our veterans in their final rest. And the President’s budget
request will continue the greatest expansion of our national ceme-
tery system since the Civil War. We plan to open 12 new national
cemeteries by 2009. We have opened one in Oklahoma this past
year. We will open up five more in the coming year, and then an
additional six national cemeteries by the year 2009. That will in-
crease the number of grave sites in the VA by 85 percent, almost
a doubling of the capacity of our national cemetery system, and
that is important because, we have so many World War II and Ko-
rean veterans passing from us, almost 1,800 a day.

So these new national cemeteries, along with the State cemetery
system program, are very, very important for our aging veteran
population.

I would just like to comment before closing on our financial man-
agement initiatives, because I know they are so important to this
committee. We are working very, very diligently to increase our
medical care collections. And we are hopeful to achieve $2.4 billion
in 2005. Congress allows us to keep medical care cost collections
from insurance companies and copayments at the VA where they
are collected.

Medical Care
Collection Fund
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This, is a 38-percent increase above 2004, and more than three
times 2001. We have also strengthened our debt management ef-
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forts, collecting $381 million in 2003 or about $63 for every dollar
we spend on debt collection activities.

We have completed 43 of the 65 recommendations of the procure-
ment reform task force I established, with savings of about $250
million by the end of this fiscal year. This figure will increase after
we complete all 65 recommendations.

National purchasing reforms generated savings of $1.1 billion in
the purchase of pharmaceuticals alone between 2001 and 2003, $78
million in the purchase of medical supplies and equipment, and
$108 million through a national information technology contract.

I am very proud of the improvements in the work of the men and
women of the VA. I thank the members of this committee, the
President, all of you for your support, as we try to build on our
record of success and meet the debt that we owe to the men and
women who serve our nation in uniform.

Thank you, Mr. Chairman, Mr. Spratt, and members of the com-
mittee.

Chairman NUSSLE. Thank you, Mr. Secretary.

[The prepared statement of Secretary Principi follows:]

STATEMENT OF HON. ANTHONY J. PRINCIPI, SECRETARY, DEPARTMENT OF VETERANS
AFFAIRS

Mr. Chairman and members of the committee, good afternoon. I am pleased to
be here today to present the President’s 2005 budget proposal for the Department
of Veterans Affairs (VA). The focal point of this budget is our firm commitment to
continue to bring balance back to our health care system by focusing on veterans
in the highest statutory priority groups.

The President’s 2005 budget request totals $67.7 billion (an increase of $5.6 bil-
lion in budget authority)—$35.6 billion for entitlement programs and $32.1 billion
for discretionary programs. Our request for discretionary funds represents an in-
crease of $1.2 billion, or 3.8 percent, over the enacted level for 2004, and supports
my three highest priorities:

* provide timely, high-quality health care to our core constituency-veterans with
service-connected disabilities, those with lower incomes, and veterans with special
health care needs;

¢ improve the timeliness and accuracy of claims processing;

« ensure the burial needs of veterans and their eligible family members are met,
and maintain veterans’ cemeteries as national shrines.

The growth in discretionary resources will support a broad array of benefits and
services that VA provides to our Nation’s veterans. Including medical care collec-
tions, funding for the medical care program rises by $1.17 billion over the 2004 en-
acted level. As a principal component of our medical care budget, we are requesting
$524 million to begin implementing recommendations stemming from studies associ-
ated with the Capital Asset Realignment for Enhanced Services (CARES) program.

We are presenting our budget request using a slightly modified new budget ac-
count structure that we proposed for the first time last year. This new structure
more clearly presents the full funding for each of the benefits and services we pro-
vide veterans. This will allow the Department and our stakeholders to more effec-
tively evaluate the program results we achieve with the total resources associated
with each program. I am committed to providing Congress with the information and
tools it needs to be comfortable with enacting the change.

MEDICAL CARE

The President’s 2005 request includes total budgetary resources of $29.5 billion
(including $2.4 billion in collections) for the medical care program, an increase of
4.1 percent over the enacted level for 2004, and more than 40 percent above the
2001 level. With these resources, VA will be able to provide timely, high-quality
health care to nearly 5.2 million unique patients, a total 21 percent higher than the
number of patients we treated in 2001.

I have taken several steps during the last year to refocus VA’s health care system
on our highest priority veterans, particularly service-connected disabled veterans
who are the very reason this Department exists. For example, we recently issued
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a directive that ensures veterans seeking care for service-connected medical prob-
lems will receive priority access to our health care system. This new directive pro-
vides that all veterans requiring care for a service-connected disability, regardless
of the extent of the injury or illness, must be scheduled for a primary care evalua-
tion within 30 days of their request for care. If a VA facility is unable to schedule
an appointment within 30 days, it must arrange for care at another VA facility, at
a contract facility, or through a sharing agreement.

By highlighting our emphasis on our core constituency (priority levels 1-6), we
will increase our focus on the Congressionally identified highest priority veterans.
The number of patients within our core service population that we project will come
to VA for health care in 2005 will be nearly 3.7 million, or 12 percent higher than
in 2003. During 2005, 71 percent of those using VA’s health care system will be vet-
erans with service-connected conditions, those with lower incomes, and veterans
with special health care needs. The comparable share in 2003 was 66 percent. In
addition, we devote 88 percent of our health care funding to meet the needs of these
veterans.

While part of our strategy for ensuring timely, high-quality care for our highest
priority veterans involves a request for additional resources, an equally important
component of this approach includes a series of proposed regulatory and legislative
changes that would require lower priority veterans to assume a small share of the
cost of their health care. These legislative proposals are consistent with recent Medi-
care reform that addresses the difference in the ability to pay for health care. We
are submitting these proposals for Congress’ reconsideration because we strongly be-
lieve they represent the best opportunity for VA to secure the necessary budgetary
resources to serve our core population. Among the most significant legislative
changes presented in this budget are to:

» assess an annual use fee of $250 for priority 7 and 8 veterans; and
8 . ingrease copayments for pharmacy benefits for priority 7 and 8 veterans from

7 to $15.

We will work with Congress to enact our legislative proposal to eliminate the
pharmacy copayment for priority 2-5 veterans, who have fewer means by which to
pay for these costs, by raising the income threshold from the pension level of $9,894
to the aid and attendance level of $16,509 (for a single veteran). This would allow
about 394,000 veterans within our core constituency to receive outpatient medica-
tions without having to make a copayment.

The 2005 budget includes several other legislative and regulatory proposals that
are designed to expand health care benefits for the Nation’s veterans. Among the
most significant of these is a provision that would give the Department the author-
ity to pay for insured veteran patients’ out-of-pocket expenses for urgent care serv-
ices if emergency/urgent care is obtained outside of the VA health care system. This
proposal would ensure that veterans with life-threatening illnesses can seek and re-
ceive care at the closest possible medical facility. In addition, we are proposing to
eliminate the copayment requirement for all hospice care provided in a VA setting
and all copayments assessed to former prisoners of war. Currently, veterans are
charged a copayment if hospice care cannot be provided in a VA nursing home bed
either because of clinical complexity or lack of availability of nursing home beds.

The President’s 2005 budget for VA’s medical care program also continues our ef-
fort to expand access to long-term care for veterans. This budget includes a legisla-
tive proposal to focus long-term care on noninstitutional settings by expanding the
1998 average daily census nursing home capacity requirement to include the fol-
lowing categories of extended care services-nursing homes, community residential
care programs, residential rehabilitation treatment programs, home care programs,
noninstitutional extended care services under VA’s jurisdiction, and long-term care
beds for which the Department pays a per diem to States for services in State
homes. As part of this effort, we aim to significantly enhance access to noninstitu-
tional care programs that allow veterans to live and be cared for in the comfort and
familiar setting of their home surrounded by their family.

We are continuing our work with the Department of Health and Human Services
to implement the plan by which priority 8 veterans aged 65 and older, who cannot
enroll in VA’s health care system, can gain access to the new “VA Advantage” pro-
gram. This would allow these veterans to use their Medicare benefits to obtain care
from VA. In return, we would receive payments from a private health plan con-
tracting with Medicare to cover the cost of the health care we provide.

In return for the resources we are requesting for the medical care program in
2005, we will continue to aggressively pursue my priority of providing timely and
accessible health care that sets a national standard of excellence for the health care
industry. During the last 3 years, we have significantly enhanced veterans’ access
to health care. We have opened 194 new community clinics, bringing the total to
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676. Nearly 9 out of every 10 veterans now live within 30 minutes of a VA medical
facility. This expanded level of access has resulted in an increase in the number of
outpatient visits from 44 million in 2001, to 51 million in 2003, as well as a 26 per-
cent rate of growth in the annual number of prescriptions filled to a total of 108
million last year. To further highlight the Department’s emphasis on the delivery
of timely, accessible health care, our standard of care for primary care is that 93
percent of appointments will be scheduled within 30 days of the desired date and
99 percent of all appointments will be scheduled within 90 days. For appointments
with specialists, the comparable performance goal is 90 percent within 30 days of
the desired date.

As I mentioned earlier Mr. Chairman, a key component of our overall access goals
is the assurance that veterans seeking care for service-connected medical problems
will receive priority access to health care. In addition, we have dramatically reduced
the number of veterans on the waiting list for primary care. We will eliminate the
6-month waiting list no later than April 2004.

VA’s health care system continues to be characterized by a coordinated continuum
of care and achievement of performance outcomes that improve services to veterans.
In fact, VA has exceeded the performance of private sector and Medicare providers
for all 18 key health care indicators, from diabetes care to cancer screening and im-
munizations. The Institute of Medicine has recognized the Department’s integrated
health care system, including our framework for using performance measures to im-
prove quality, as one of the best in the nation. Additionally, VA’s quality score based
on a survey conducted by the Joint Commission on Accreditation of Healthcare Or-
ganizations exceeds the national average quality score (93 versus 91).

We will continue to use clinical practice guidelines to help ensure high-quality
health care, as they are directly linked with improved health outcomes. We expect
to show improvements in both of our principal measures of health care quality. The
clinical practice guidelines index will rise to 71 percent in 2005, while the preven-
tion index will increase to 84 percent.

The 2005 budget includes additional management savings of $340 million that
will partially offset the need for additional funds to handle the increasing utilization
of health care resources, particularly among our highest priority veterans who re-
quire much more extensive care, on average, than lower priority veterans. We will
achieve these management savings through improved standardization policies in the
procurement of supplies, pharmaceuticals, and other capital purchases, as well as
in other operational efficiencies such as consolidations.

As you may know Mr. Chairman, one of the President’s management initiatives
calls for VA and the Department of Defense (DOD) to enhance the coordination of
the delivery of benefits and service to veterans. To address this Presidential initia-
tive, our two Departments established a high-level Joint Executive Council to de-
velop and implement significant collaborative efforts. We are focusing on three
major systemwide issues: (1) facilitating electronic sharing of enrollment and eligi-
bility information for services and benefits; (2) establishing an electronic patient
health record system that will allow rapid exchange of patient information between
the two organizations by the end of 2005; and (3) increasing the number of shared
medical care facilities and staff. The sharing of DOD enrollment and eligibility data
will reduce the burden on veterans to provide duplicative information when making
the transition to VA for care or benefits. Shared medical information is extremely
important to ensure that veterans receive safe and proper care. VA and DOD are
working together to share facilities and staff in order to provide needed services to
all patients in the most efficient and effective manner.

CAPITAL ASSET REALIGNMENT FOR ENHANCED SERVICES (CARES)

The 2005 budget includes $524 million of capital funding to move forward with
the Capital Asset Realignment for Enhanced Services (CARES) initiative, a figure
more than double the amount requested for CARES for 2004. This is a multi-year
program to update VA’s infrastructure to meet the needs of veterans in the 21st cen-
tury and to keep our Department on the cutting edge of medicine. CARES will as-
sess veterans’ health care needs across the country, identify delivery options to meet
those needs in the future, and guide the realignment and allocation of capital assets
so that we can optimize health care delivery in terms of both quality and access.
The resources we are requesting for this program will be used to implement the var-
ious recommendations within the national CARES plan by funding advance plan-
ning, design development, and construction costs for capital initiatives.

Mr. Chairman, the independent commission that is reviewing our draft CARES
plan will be delivering their report later this afternoon. The commission had origi-
nally intended to complete their work by the end of November, but due to the in-
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tense interest in this project and the overwhelming volume of information they are
faced with examining, their report has been delayed a few months. I look forward
to reviewing the commission’s analysis and recommendations. We will thoroughly
evaluate their report and seriously consider their recommendations before making
our final realignment decisions and preparing for the next phase of the CARES pro-
gram.

MEDICAL AND PROSTHETIC RESEARCH

The President’s 2005 budget includes total resources of $1.7 billion to support
VA’s medical and prosthetic research program. This request is comprised of $770
million in appropriated funds, $670 million in funding from other Federal agencies
such as DOD and the National Institutes of Health, as well as $230 million from
universities and other private institutions. Our budget includes an initiative to as-
sess pharmaceutical companies for the indirect administrative costs associated with
the clinical drug trials we conduct for these organizations.

This $1.7 billion will support nearly 2,900 high-priority research projects to ex-
pand knowledge in areas critical to veterans’ health care needs-Gulf War illnesses,
aging, diabetes, heart disease, mental illness, Parkinson’s disease, spinal cord in-
jury, prostate cancer, depression, environmental hazards, women’s health care con-
cerns, and rehabilitation programs.

VETERANS’ BENEFITS

The Department’s 2005 budget request includes $36 billion for the entitlement
costs associated with all benefits administered by the Veterans Benefits Administra-
tion (VBA). Included in this total, is an additional $2.740 billion for disability com-
pensation payments to veterans and their survivors for disabilities or diseases in-
curred or aggravated while on active duty. Recipients of these compensation benefits
will have increased from 2.3 million in 2001 to over 2.6 million in 2005. The budget
includes another $1.19 billion for the management of these programs—disability
compensation; pensions; education; vocational rehabilitation and employment; hous-
ing; and life insurance. This is an increase of $26 million, or 2.2 percent, over the
enacted level for 2004.

We have made excellent progress in addressing the Presidential priority of im-
proving the timeliness and accuracy of claims processing. Not only have we hired
and trained more than 1,800 new employees in the last 3 years to directly address
our claims processing backlog, but the productivity of our staff has increased dra-
matically as well. Between 2001 and 2003, the average number of claims we com-
pleted per month grew by 70 percent, from 40,000 to 68,000. Last year the inventory
of rating-related compensation and pension claims peaked at 432,000. By the end
of 2003, we had reduced this backlog of pending claims to just over 250,000, a drop
of over 40 percent. We have experienced an increase in the backlog during the last
few months, due in large part to the impact of the court decision (PVA v. Secretary
of Veterans Affairs) that interpreted the Veterans Claims Assistance Act of 2000 as
requiring VA to wait a full year before denying a claim. However, this rise in the
number of pending claims will be temporary, and we expect the backlog to be back
down to about the 250,000 level by the end of 2004. We thank the committee for
the legislation that eliminated the mandatory 1-year waiting period.

In 2002 it took an average of 223 days to process a claim. Today, it takes about
150 days. We are on track to reach an average processing time of 100 days by the
end of 2004 and expect to maintain this timeliness standard in 2005. One of the
main reasons we will be able to meet and then sustain this improved timeliness
level is that we have reduced the proportion of claims pending over 6 months from
48 percent to just 19 percent during the last 3 years.

To assist in achieving this ambitious goal, VA established benefits delivery at dis-
charge programs at 136 military installations around the country. This initiative
makes it more convenient for separating servicemembers to apply for and receive
the benefits they have earned, and helps ensure claims are processed more rapidly.
Also, the Department has assigned VA rating specialists and physicians to military
bases where servicemembers can have their claims processed before they leave ac-
tive duty military service.

We expect to see an increase in claims resulting from the return of our brave serv-
icemen and women who fought to protect the principles of freedom in Operation En-
during Freedom and Operation Iraqi Freedom. We propose to use $72 million of the
funds available from the war supplemental during 2004 to address the challenges
resulting from an increasing claims processing workload in order to assist us in
reaching our timeliness goal of 100 days by the end of 2004. We propose to use the
remaining $28 million in 2005 to help sustain this timeliness standard.



15

At the same time that we are improving timeliness, we will be increasing the ac-
curacy of our claims processing. The 2005 performance goal for the national accu-
racy rate for compensation claims is 88 percent, well above the 2001 accuracy level
of 80 percent.

In support of the education program, the budget proposes $5.2 million for con-
tinuing the development of the Education Expert System. These resources will be
used to expand upon an existing prototype expert system and will enable us to auto-
mate a greater portion of the education claims process and expand enrollment cer-
tification. This initiative will contribute toward achievement of our 2005 perform-
ance goals for the average time it takes to process claims for original and supple-
mental education benefits of 25 days and 13 days, respectively.

In order to make the delivery of VA benefits and services more convenient for vet-
erans and more efficient for the Department, we are requesting $1.5 million for the
collocation and relocation of some regional offices. Some of this will involve housing
regional office operations in existing VA medical facilities. In addition, we are exam-
ining the possibility of collocations using enhanced-use authority, which entails an
agreement with a private developer to construct a facility on Department-owned
grounds and then leasing all or part of it back to VA. At the end of these long-term
lease agreements, the land and all improvements revert to VA ownership.

In recognition of the fact that the home loan program is primarily a benefit that
assists veterans in making the transition from active duty life to veteran status, the
2005 budget includes a legislative proposal to phase in an initiative to limit eligi-
bility for this program to one-time use. Under our proposal, one-time use of the loan
program would apply to any person who becomes a veteran after the date this pro-
posed legislation becomes law. Those who are already veterans, or who will achieve
veteran status prior to enactment of the proposed law, would retain their eligibility
to use the home loan benefit as many times as they need to for a period of 5 years
after the law takes effect. Once that 5-year period has passed, they would no longer
be able to use this benefit more than once. This legislative proposal does not change
eligibility for active duty personnel who would retain the ability to use this benefit
as many times as they need it. VA home loans are important for first-time buyers
because they require no down payment—making them riskier than other loans.
After the first use, home equity can be used to obtain more favorable terms from
conventional loans, or through the Federal Housing Administration. Therefore, lim-
iting this benefit to its original intent of one-time use after leaving the military will
lower loan volume and risk, save money over the long-term, and coordinate Federal
programs.

BURIAL

The President’s 2005 budget includes $455 million for the burial program, of
which $181 million is for mandatory funding for VA burial benefits and payments
and $274 million is for discretionary funding, including operating and capital costs
for the National Cemetery Administration and the State Cemetery Grant program.
The increase in discretionary funding is $9 million, or 3.4 percent, over the enacted
level for 2004, and includes operating funds for the five new cemeteries opening in
2005.

This budget request includes $926 thousand to complete the activation of new na-
tional cemeteries in the areas of Detroit, MI and Sacramento, CA. These are the
last two of the six locations identified in the May 2000 report to Congress as the
areas most in need of a national cemetery. The other four cemeteries will serve vet-
erans in the areas of Atlanta, GA, south Florida, Pittsburgh, PA, and Fort Sill, OK.

With the opening of new national cemeteries and State veterans cemeteries, the
percentage of veterans served by a burial option within 75 miles of their residence
will rise to 83 percent in 2005. The comparable share was less than 73 percent in
2001.

The $81 million in construction funding for the burial program in 2005 includes
resources for phase 1 development of the Sacramento National Cemetery (CA) as
well as expansion and improvements at the Florida National Cemetery (Bushnell,
FL) and Rock Island National Cemetery (IL). The request includes advanced plan-
ning funds for site selection and preliminary activities for six new national ceme-
teries to serve veterans in the following areas: Bakersfield, CA; Birmingham, AL;
Columbia/Greenville, SC; Jacksonville, FL; Sarasota County, FL; and southeastern
Pennsylvania. Completion of these new cemeteries will represent an 85 percent ex-
pansion of the number of gravesites available in the national cemetery system since
2001, almost doubling the number of gravesites during this time period. In addition,
the budget includes $32 million for the State Cemetery Grant program.
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In return for the resources we are requesting for the burial program, we expect
to achieve extremely high levels of performance in 2005 and to continue our noble
work to maintain the appearance of national cemeteries as shrines dedicated to hon-
oring the service and sacrifice of veterans. Our performance goal for the percent of
survey respondents who rate the quality of service provided by the national ceme-
teries as excellent is 96 percent, and our goal for the percent of survey respondents
who rate national cemetery appearance as excellent is 98 percent. In addition, we
will continue to place emphasis on the timeliness of marking graves. Our perform-
ance goal for the percent of graves in national cemeteries marked within 60 days
of interment is 82 percent in 2005, a figure dramatically above the 2002 perform-
ance level of 49 percent.

FINANCIAL STEWARDSHIP

We have taken numerous steps during the last few years to improve the efficiency
and effectiveness of our business practices in order to help ensure that we fulfill our
responsibility to act as sound stewards of the funds with which we are entrusted.
Financial management initiatives in areas such as medical care collections, debt
management, and procurement reform will continue to increase the resources avail-
able for the Department to use in providing services and benefits to veterans. Our
sound stewardship of financial resources is demonstrated by the fact that VA has
received a clean audit opinion for the last 5 years.

Our projection of medical care collections for 2005 is $2.4 billion. This total is 38
percent above our estimated collections for 2004 and is more than three times the
collections level from 2001. Approximately $407 million, or 61 percent, of the in-
crease above 2004 is possible as a result of the proposed medical care policy initia-
tives. In addition, the Department continues to implement the series of aggressive
steps identified in our revenue cycle improvement plan in order to maximize the
health care resources available for the medical care program. We are establishing
industry-based performance and operational metrics, developing technological en-
hancements, and integrating industry-proven business approaches, including the es-
tablishment of centralized revenue operation centers. For example, during the last
year we have lowered the share of reimbursable claims receivable greater than 90
days old from 84 percent to 39 percent, and we have decreased the average time
to produce a bill from 117 days to 49 days.

The Department has been very successful in strengthening our debt management
efforts. At the close of 2003, VA had referred 98 percent ($221.3 million) of the total
delinquent debt eligible for the Treasury Offset Program and 96 percent ($152.2 mil-
lion) of the total delinquent debt eligible for Treasury’s cross-servicing program.
These proportions are dramatically higher than the comparable shares (67 percent
and 17 percent, respectively) in 2000. Our Debt Management Center (DMC) col-
lected $381.7 million in 2003, or about $63 for every dollar spent on debt collection
activities.

We continue to make excellent progress in implementing the recommendations of
our Procurement Reform task force, as 43 of the 65 recommendations have been
completed. By the end of 2004, we expect to implement all of the remaining rec-
ommendations. These procurement reforms will optimize the performance of VA’s
acquisition system and processes by improving efficiency and accountability. We ex-
pect to realize savings of about $250 million by the end of 2004 as a result of these
improvement initiatives. This figure will rise after we have completed all 65 rec-
ommendations.

As a result of a variety of improved management and business practices to take
full advantage of national purchasing opportunities, VA has realized savings of $1.1
billion in the purchase of pharmaceuticals between 2001 and 2003, $78 million in
the purchase of medical equipment, medical and surgical supplies, and prosthetic
equipment, and $108 million through a national information technology contract.

In December 2001, Public Law 107-103 was enacted to prohibit veterans who are
fugitive felons, or their dependents, from receiving certain veterans’ benefits. Since
that time, the Department has conducted computerized matches between fugitive
felon files of law enforcement organizations and VA benefit files. When appropriate,
criminal investigators from VA’s Office of Inspector General assist law enforcement
agencies in apprehending fugitives. In May 2003, 986 fugitive felon cases were
mailed to VA regional offices. We have taken action on 420 of these cases, the total
value of which is $6.6 million.

OTHER MANAGEMENT IMPROVEMENTS

Mr. Chairman, we have made excellent progress during the last year in imple-
menting the President’s Management Agenda. Our progress in the financial, elec-
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tronic government, budget and performance, and DOD/VA coordination areas is cur-
rently rated “green.” Our human capital score is “yellow” due only to some very
short-term delays. However, VA’s competitive sourcing rating is “red” because exist-
ing legislation precludes us from using necessary resources to conduct cost compari-
sons of competing jobs such as laundry, food and sanitation service. The administra-
tion will work with Congress to develop legislation to advance this effort that would
free up additional resources to be used to provide direct medical services to vet-
erans. We will continue to take the steps necessary to achieve the ultimate goals
the President established for each of the focus areas.

During 2005 VA will continue developing our enterprise architecture that will en-
sure that all new information technology (IT) projects are aligned with the Presi-
dent’s e-government initiatives as well as the Department’s strategic objectives. The
enterprise architecture will help eliminate redundant systems throughout VA, im-
prove IT accountability and cost containment, leverage secure and technologically
sound solutions that have been implemented, and ensure that our IT assets are
built upon widely accepted industry standards and best practices in order to im-
prove delivery of benefits and services to veterans. One of our primary focus areas
in IT will be cyber security. We will concentrate on securing the enterprise architec-
ture and providing continuous protection to all VA systems and networks. This will
require purchases of both hardware and software to address existing vulnerabilities.

The Department has developed a comprehensive human capital management plan
and has started implementing some of the strategies outlined in this plan. In addi-
tion, we are implementing a redesigned performance appraisal system to better en-
sure that all employees’ performance plans are linked with VA’s mission, goals, and
objectives.

CLOSING

Mr. Chairman, VA has achieved numerous successes during the last 3 years that
have significantly improved service to our country’s veterans. We have enhanced
veterans’ access to our health care services that set the national standard with re-
gard to quality; improved the timeliness of health care delivery; expanded programs
for veterans with special health care needs; dramatically lowered the time it takes
to process veterans’ claims for benefits; and expanded access to our national ceme-
tery system. The President’s 2005 budget will provide VA with the resources nec-
essary to continue to improve our delivery of benefits and services, particularly for
veterans with service-connected conditions, those with lower incomes, and veterans
with special health care needs.

That concludes my formal remarks. I would be pleased to answer any questions.

Chairman NUSSLE. Let me begin by asking you to speak to the
veterans that are here today, because on the second panel, as you
might imagine and appropriately so, four very honored veterans
will come forward and tell us as a committee that there isn’t
enough. They would like to have some more. They would like to see
more resources in the budget. They would like to see more oppor-
tunity for changes and increases in a number of areas.

And I would like you to, through me, and through this question,
speak to them and answer that question of either why we can’t, or
how we are going to begin to address those requests over time.

Secretary PRINCIPI. Certainly, Mr. Chairman. I work—I try to
work very, very closely with the veterans service organizations

Chairman NUSSLE. I guess I shouldn’t have assumed that there
was a disagreement. Maybe there isn’t. But I also suspect that they
might want just a little bit more.

Secretary PRINCIPI. Well, they do. I appreciate the role they play
as advocates for our veterans. It is quite understandable that they
would come before this committee and all committees and request
a higher budget. I think they are very well intentioned. I believe
that we have done extraordinarily well. And, again, I thank not
only the President, I thank them for their advocacy, and I thank
the Members of Congress on both sides of the aisle for everything
you have done for my agency and the men and women we serve.
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These have been extraordinary increases. This year, although we
received our appropriation late, we all know that, I understand
how this works up here, I spent many years of my life up in Con-
gress as a staffer. But we received almost a $3-billion increase this
year. And that has to be historic. I don’t think it has ever been
equal that. And that will help us lay the foundation of meeting the
demands that are being placed on us.

I am confident that with the budget that you appropriated to my
agency in 2004, coupled with this budget, and the efficiencies and
the work we are doing that we will provide care to every veteran
in category 1 to 7 who comes to us for care. And that is the com-
mitment I make.

You know, and I would also say that veterans are Americans,
first and foremost. We have sacrificed, we have gone to war. And
we have asked for very little in return. And I think what the Con-
gress, the President has given us over the years, and throughout
history has demonstrated our commitment to them.

But we are also, as Americans, concerned about the economy,
concerned about education for our children, concerned about ter-
rorism, and protecting our families. And there are a lot of demands
and priorities for our country. And what we are trying to do is meet
them all in a wise manner. So I would say to them, we can provide
good quality care, timely care to veterans with the budget that we
have proposed.

Chairman NUSSLE. But in fairness to their requests, and as you
said this is not your father’s VA, this was not—in other words,
there has been a time in our history where veterans, as we saw in
some of the charts that were put up, didn’t receive some of the in-
creases that we saw over the last couple of years, let alone the in-
creases that you are requesting this year.

What has changed? What in your opinion has changed to make—
what are some of the biggest changes you have seen that makes
this not your father’s VA, as you pointed out.

Secretary PRINCIPI. Well, I think the VA, over the past 10 years,
has transitioned from a hospital centric health care system to a pa-
tient focused health care system. We have seen the VA migrate to
community-based outpatient clinics, bringing health care closer to
the patient.

We have placed tremendous effort, not just myself, but my prede-
cessor, and the Under Secretaries of Health before me, have placed
a high priority on improving quality of care in the VA.

We have established a computerized patient record which is the
envy of the health care world. Our patient safety program was hon-
ored by Harvard University and the Ford Foundation and the phar-
macy benefit management program that has been able to provide
an increasing number of veterans coming to us for pharma-
ceuticals, while maintaining costs at almost a straight line level re-
ceived the Innovation in Government Award.

There have been so many remarkable changes in the VA, and
part of it was brought about by the open enrollment that came
about in 1998. The bill was passed in 1996, but was enacted—be-
came effective in 1998. And we went from 3 million veterans who
were eligible for comprehensive care in the VA, 3 million were only
eligible for the comprehensive care, the service disabled, the poor-
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est of the poor, and those in need of specialized services to 25 mil-
lion equally eligible for care.

That, coupled with the opening of the clinics, the improvements
in quality and this great pharmacy benefit management program
has caused this tremendous growth in workload. And those are
some of the dramatic changes that have taken place.

Chairman NUSSLE. Mr. Secretary, in a VA hospital in Iowa, I
have been told a story, it is a parochial issue, but I did want to
bring it up and just ask your comment on this more than anything
else, how to address it, for that matter if you have seen it in other
areas.

That is, we have had a difficult time recruiting a provider, a ra-
diologist. And my understanding is that as a result of that, some
of the services had to be outsourced to a private institution, and
as a result of that the costs have been, as I understand it, three
times higher in order to accomplish it.

I am not sure how I should even phrase the question. Is this
being discussed? Do you see this in other areas? Is there a way to
address this from your standpoint.

Secretary PRINCIPI. Certainly. Recruiting physicians, nurses into
the VA system is difficult. And certainly more difficult in certain
rural areas. We have the same challenges as private sector health
care in rural areas, recruiting specialists, radiologists, cardiologists,
urologists. So we are no different than the private sector.

I think a couple of things to bear in mind. First, we are affiliated
with just about every medical school in this Nation, maybe all of
the medical schools, thereby that gives us a competitive edge, we
are able to work closely hand in glove with the medical schools,
with teaching hospitals. So we are able to attract some of the finest
physicians to the VA.

And, secondly, we have a robust research program which also
serves as an incentive to bring high quality physicians to our De-
partment. And, third, we have a physician pay reform bill that we
sent up to Congress last year. It has not been acted upon. I believe
that if Congress will enact physician pay reform, we will be able
to compete even more effectively against the private sector and
bring some of those physicians to the VA.

Chairman NUSSLE. Thank you. Mr. Spratt.

Mr. SPRATT. Thank you, Mr. Chairman. Mr. Secretary, let me
show you a couple of charts again just to depict what our concern
is. We are not trying to harangue you, I understand the situation
you find yourself in.

But, when we look at those bar graphs, it gives us pause. First
of all, chart No. 2. This shows in blue bar graphs the baseline
budget if you adjust it every year for just inflation. It is the CBO
baseline. As you see it climbs from a little over $29 billion to a lit-
tle over $33 billion over the period 2004—09.

Each year, however, beside it is a red bar which shows what your
actual funding level is. And the discrepancy between current serv-
ices and actual funding gets worse and worse as you go out in time.
It is $257 million this year. That is not an insignificant sum. But,
the real concern is in the outyears. Because, if this effort to reduce
the deficit continues intense in the outyears and it is concentrated
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?n discretionary spending, this may be the fiscal future that you
ace.

By the year 2009, the cumulative shortfall between current serv-
ices and actual funding is $13.5 billion, a huge sum of money for
your budget.

Now, let me show you on chart No. 5, please, the way we look
at your budget in very simple terms, arrayed against what would
be ideal or optimum. First of all, the first bar is 2004 enacted. The
next bar is 2005. There is an increase there. But it is still, as we
have said $257 million beyond current services.

The next year, it is our understanding from your previous testi-
mony, that you requested for 2005, $1.2 billion more than OMB
was able to give you. So we have simply put in the next bar, the
next to last bar, the VA request to OMB at $1.2 billion above the
actual requested level.

And then finally the last bar is the independent budget which is
a depiction of what is needed.

One thing that concerns us, if we can look back at chart No. 2,
is that we are seeing in your budget a practice that is—appears to
be true throughout the discretionary budget. In 2005 there is an
increase. In your case, it is less than current services, but it is a
nominal increase, $500-and-something million, I believe.

However, in years 2006, 2007, 2008 and 2009, the programmatic
numbers are not in the budget request but they are in a computer
run. And when you go back to that computer run, you lose money
every year.

The situation gets worse and worse and worse. And though, so
it looks like you are doing OK, just about treading water this year,
$257 million out of $30 billion for current services sufficiency. But,
in the outyears, you don’t sustain that level, you get bigger and
bigger hits every year, if we can take these computer runs as the
likely path that the appropriations are likely to follow.

Is that a concern of yours? Have you expressed this concern to
the Office of Management and Budget?

Secretary PRINCIPI. I always express my concerns to the Office of
Management and Budget. But, Mr. Spratt, a couple of points. The
chart you show assumes no improvements in cost effectiveness. You
know, we have gone from keeping veterans in inpatient beds to
moving them into outpatient centers where they can get day sur-
gery and go home that day.

The fact is, we are treating more patients than ever before. I
mean, I am serious when I say, we have treated 800,000; almost
a million more veterans have been provided health care since 2001.

So we must be doing something right, coupled with the increases
in the budget that the President requested and that you have also
added to. I really do believe that VA is a much more efficient pro-
vider of health care today than it was 10, 20, 30 years ago. And
will continue to make the improvements.

I would also add that we have increased the number—the
amount of collections from insurance companies, notwithstanding
the fact that Medicare is off the table to the VA, and the majority
of our veterans are Medicare eligible. But, the amount of money
that we have collected from insurance companies for nonservice
connected disabled veterans, as well as modest copayments of $7
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per prescription, for a 30-day prescription, I think the greatest
pharmaceutical benefit in this country has allowed us, these are
new resources that we can use.

And I would also point out, that I see your graphs for the out-
years, but there is nothing to preclude myself or my successor to
request more money from OMB and the President, and the Con-
gress in future years.

Mr. SPRATT. I am simply putting before you OMB’s projection of
what your funding levels are going to be. They are not ours. We
didn’t come up with them ourselves.

Secretary PRINCIPI. Well, if more money is needed to meet the
demand that is being placed upon us, then that is something that
we would have to do.

Mr. SPRATT. I guess the question I am asking is, is the outyear
budget realistic? I am not threatening you with that budget, I just
look at it and wonder if it can be attained.

Secretary PRINCIPI. You mean 2006, 2007.

Mr. SPRATT. Yes, sir.

Secretary PRINCIPI. It may not be. But I don’t know. We may
have to request more money. We also have a decline in the veteran
population. It is going to start dropping. The number of hospital
beds have decreased. We have moved more patients into outpatient
care. The fact of the matter is, can we meet the demand that is
being placed upon us for health care? Through 2005, my answer to
you, Mr. Spratt, is we can.

Mr. SPRATT. Let me ask you about waste, fraud and abuse. This
committee last year, in reporting the budget resolution on the floor
and afterwards, sent direction to every committee of jurisdiction
and told them they wanted them to wring out their budgets and
come up with realistic proposals of how much savings could be af-
fected through rooting out waste, fraud and abuse. In the case of
the Veterans Affairs Committee, it was $3.9 billion.

Is that a realistic expectation from you over the near term? Can
you identify $4 billion of waste, fraud and abuse that you can
wring out of your operations and put back into savings.

Secretary PRINCIPI. I think we have just begun to scratch the
surface. I am very proud of the progress we have made. Again, $1.1
billion in savings over 3 years in pharmaceuticals alone, just in
pharmaceuticals. We are probably, outside of Defense, the largest
procurer of goods and services in the Federal Government. And I
am absolutely confident, by standardization and national con-
tracting we can drive down the cost and yield significant savings
in the hundreds of millions of dollars.

Mr. SPRATT. I will make you a proposition.

Secretary PRINCIPI. Yes, sir.

Mr. SPRATT. You take your expertise in buying prescription drugs
at discounted price down to HHS, and half of what you save Medi-
care we will try to appropriate back to you. How is that for saving
money on waste, fraud and abuse?

Secretary PRINCIPI. Well, I better not go there. I can say, Mr.
Spratt, that I am really proud of what the VA has done with the
national formulary use of generic drugs—65 percent of the drugs
we prescribe are generic. And we—our procurement process is
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using a consolidated mail-out pharmacy program. It is a tremen-
dous, tremendous program.

Mr. SPRATT. I bear the testimony of the veterans I represent.
They think it is a great program. They have got their own com-
plaints about it, but nevertheless, it is one of the best things that
the VA ever did, no question about it.

Let me ask you about the GI bill, something that has been one
of the greatest social experiments the United States ever under-
took. It phased out after Vietnam, came back here and Sonny
Montgomery was a great champion of it.

You remember Sonny Montgomery from working here. Of course
Sonny is still around. But, that is one of his legacies so much so
that we named it after him.

When I read the section in the budget for the Veterans Adminis-
tration, I noticed there was a box score which purports to evaluate
performance of select programs. And in the case of the VA, one of
the programs selected for evaluation was the Montgomery GI bill.

And the explanation is the program is well-managed, but lacks
strong outcome goals. I am not sure what that means. Most effi-
cient levels of monthly educational assistance to support the pro-
grams purposes are unknown. It goes on to recommend a cost effec-
tiveness study, readjustment of the bonus amount.

I can’t understand all of that verbiage there, Mr. Secretary. Is
somebody zeroing in on the Montgomery GI bill? Are they pro-
posing to reduce benefits or restrict access to it.

Secretary PRINCIPI. Mr. Spratt, I wholeheartedly agree with you.
Congressman Montgomery is my mentor. And I believe that edu-
cation is the key to the door to a successful life. As you indicated,
it built a generation of leaders after World War II that propelled
America to greatness in the 20th century. And I believe that the
Montgomery GI bill will continue to do the same in the 21st cen-
tury.

We may want to look at the program. Program evaluations I
think are good and important. But I think it is the greatest pro-
gram that the VA has really, in helping young men and women
who serve their country, get back to school and be a success in life.

So I applaud what Congress has done in increasing the funding
or the, you know—the amount that veterans can use under the GI
bill, The President’s increased proposed increase in the past. So it
is just a great program.

Mr. SPRATT. Let me explain one thing with respect to what the
chairman showed us earlier with regard to the Montgomery GI bill
program. Those of us who were here at the time years ago, recall
that Sonny was able to get that adopted because in the first 5 to
10 years, it made money for the Federal Government. The GIs who
had to put aside their $1,800 to qualify for the program were actu-
ally putting more down than the beneficiaries were taking out for
some substantial period of time.

So Sonny was pushing this on the services, couldn’t get the serv-
ices to support it. And then he came up with this budgetary angle
that made it virtually a noncost item, a gainer for the budget. And
it was the method by which we were able to get it passed in the
Armed Services Committee.
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Namely it didn’t add to the deficit. These fellows sitting behind
you recall that. It was a coup d’ grace. It was a real coup for the
Montgomery bill. It was the way that we eventually got it passed.

But, the consequence of that is that the costs in the near term
were not substantial, but in the long term, they will be substantial,
as more and more veterans begin to draw down their benefits. I
think we can expect it to increase.

And one way it is a healthy indication because it means that
these GIs are taking advantage of the program and going and get-
ting their educations.

Secretary PRINCIPI. We have, I believe, almost 400,000 active
duty service members and veterans in school under the Mont-
gomery GI bill. It is interesting that in 1995, the amount was $440;
today it is over $1,000. And the participation rate has gone up to
56 percent, because for a long time, the participation rate in the
GI bill was less than 50 percent. So we are making progress get-
ting more and money, men and woman coming out of the military
to avail themselves of this wonderful, wonderful benefit.

Mr. SPRATT. Thank you very much.

Chairman NUSSLE. Mr. Gutknecht.

Mr. GUTRNECHT. Thank you, Mr. Chairman. Let me, first of all,
thank the ranking member, Mr. Spratt, for acknowledging that
there is waste and abuse in some of our programs, and that is
probably true in every department.

But, let me also say, Mr. Principi, we appreciate the job that you
do. And thank you for coming today. And thank you to all of the
people who work for you. The truth of the matter is, most of us
have had the opportunity to visit the VA hospitals, the VA clinics,
and the VA homes.

And my impression has been that they are world class, and that
the people in those hospitals are dedicated individuals, and really
care about our vets. They do a wonderful job.

So I think on behalf of all members on both sides of the aisle,
I hope that ultimately we can agree that we in Congress have not
ignored the vets. And I would even go further to assure you that
on behalf of all of us we never will.

Now, obviously if you looked at any chart and extended it on al-
most any issue related to aging populations here in the United
States, and especially as it involves health care, we are reaching
a situation on all of those fronts that by simple extrapolation, we
simply cannot afford to spend 50 percent of our gross domestic
product on health care, particularly for the aging baby boomers. So
at some point, we are going to have to come to grips with those
issues.

We are going to have to find more efficient ways to deal with
them. And again, congratulations to you and to the VA for what
you have done.

I do want to come back to a parochial concern that Mr. Spratt
raised, and that is the issue of prescription drugs. Because I think
for the record I just want to make it clear that you do negotiate
prices relative to prescription drugs.

Secretary PRINCIPI. That is correct.

Mr. GUTKNECHT. Have you ever done an analysis of how much
those prescription drugs would cost the Federal Government if you
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were to pay full retail price for the name brand drugs rather than
negotiated prices on the generics.

Secretary PRINCIPI. I don’t know if we have that total amount.
I am told several billion dollars more a year. The 65 percent that
are generic, that we prescribe, account for 8 percent of our costs.
The 35 percent that are brand name account for 92 percent of our
$3 billion pharmacy bill.

Mr. GUTKNECHT. But you negotiate on both the name brand and
the generics.

Secretary PRINCIPI. Yes.

Mr. GUTKNECHT. Now, the other point that you made, I want to
make very clear, because I think it is a misunderstanding among
some even at the FDA. You mail those drugs out, don’t you.

Secretary PRINCIPI. Yes, we do.

Mr. GUTKRNECHT. Have you ever had a problem where someone
has intervened and gotten into those packages and counterfeited or
done something in terms of adultering those drugs.

Secretary PRINCIPI. We have a pretty close to perfect record with
regard to our mailout, our mailout pharmacy program. After the
first fill is done at the medical center, from that point on every-
thing is mailed through one of our six or seven consolidated
mailout pharmacies.

Mr. GUTKNECHT. So you have confidence in the safety of the
chain of supply or the chain of command of the drug supplies that
goes to the vets?

Secretary PRINCIPI. Without question.

Mr. GUTKNECHT. Thank you very much; and, again, thank you
for all you do. I think I speak for everyone in this committee, we
are going to do our part to make certain that we never ignore our
vets. Thank you very much.

Chairman NUSSLE. Mr. Edwards.

Mr. EDWARDS. Secretary Principi, thank you for being here and
throughout your lifetime for being an advocate for veterans. I know
your commitment to our vets is deep and genuine and real, and I
respect you for that.

You know, I respect the fact also that, once the administration
approves a VA budget request, it is your legal responsibility and
obligation to defend that budget and to use that money as wisely
as you can; and it is your responsibility to defend that budget even
if you personally had asked OMB for additional money. I believe
the testimony last week said that you had asked OMB for $1.2 bil-
lion in additional VA spending for programs you felt were impor-
tant to fund.

Let me just make a comment about the OMB. These are the
same green eye-shaders who one year ago recommended—while
17,000 troops from my district in Fort Hood were literally getting
on the airplane to fly to Iraq to fight for our country and risk their
lives, they recommended a $31 million cut for those same soldiers’
children’s education in the Fort Hood area school districts. They
were wrong in that case, and I am glad that Congress on a bipar-
tisan basis through this committee’s leadership corrected that mis-
take.
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I think they are wrong to reduce by $1.2 billion the request made
in good faith in the VA for adequate funding for veterans programs
this year.

Let me just mention a comment about percentages. I know it
sounds like a lot when you raised health care expenditures by 75
percent since 1995, but I think it is important for us to stop and
consider that if you just assumed 7 percent inflation a year, over
10 years you would have to increase programs funding by 100 per-
cent in order to maintain the same level of services. We can use
statistics one way or another, but the fact is that that 75 percent
really doesn’t mean anything to the end service, to the veteran.
What counts is whether their services are increased or reduced.

I want to comment, Mr. Secretary, on what the CARES Commis-
sion is going to do later today, and probably supporting most if not
all of the recommendations of Under Secretary of the VA Roswell
who oversees health care programs.

I just want to say for the record that, with America at war, a war
against terrorism, a war in Afghanistan, a war in Iraq, it sends a
terrible message to our troops in the field today risking their lives,
and to our veterans who did so yesterday, that America can afford
to build new hospitals in Iraq, but we cannot afford to keep open
VA hospitals here at home.

Let me add that I am one of those who supports President Bush’s
efforts to spend money in Iraq to bring about democracy there. But
if we are going to ask our troops to fight that war, we ought to be
willing as taxpayers to keep open our veterans’ hospitals and fund
them adequately.

Now I do understand the need for spending money efficiently,
but there were grave problems in the process used by Secretary
Roswell and his staff in coming up with these recommendations to
close seven VA hospitals, four of which focus on specialty care for
mental health care.

First of all, in the case of Waco, TX, which is, as you know, a
neighbor to Fort Hood, there was no cost analysis done before he
made the recommendation to close it. So he made the recommenda-
tion to save money before he even knew whether it would save
money or not. I don’t think any business would tolerate putting
that cart before that horse in such an important process and mak-
ing a recommendation to close something as valuable as a VA hos-
pital.

Secondly, he overturned the original conclusion, after an exten-
sive process, by professional VA staff to actually expand the use of
the Waco VA hospital, make it a national center of excellence for
mental health care, totally opposite from the BRAC hearing I just
listened to from Department of Defense officials where they had
nonpolitical staff spend a year or years trying to develop rec-
ommendations on which to close. In this case, Mr. Roswell gave the
VA personnel—the professional personnel in Texas, two weeks to
answer the question: what would you do, given the fact that I want
to close the Waco VA hospital?

I think that is not a healthy process, even though I respect the
need to bring about efficiencies.
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Finally, I think the CARES Commission has said publicly that
they were very limited in their time and resources to do an inde-
pendent analysis.

I guess I would just ask you this. Can you consider in your final
decisions on whether to close veterans’ hospitals during a time of
war the cost of replacing those existing facilities to taxpayers, the
number of troops that are returning from Iraq, how many of those
would need health care? And what is the status of your mental
health care task force that I believe, as you have told me, is review-
ing the VA system in terms of mental health care services?

Chairman NUSSLE. The gentleman’s time has expired. The wit-
ness may answer the questions

Secretary PRINCIPI. Yes, Mr. Edwards. I very much appreciate
your concerns. We have had discussions on this subject.

Let me just say that I really believe that my predecessor was
right in starting the CARES process and that I was right to con-
tinue it. Because I believe that we will break our trust with vet-
erans in the 21st century if we don’t modernize our infrastructure.
I know it means making hard decisions, but there is also very
many positive decisions.

This calls for $4.6 billion in new construction. It calls for many
more outpatient clinics. It calls for new hospitals. We just have to
modernize an infrastructure that has been built up over the past
150 years, and my task force on mental health is—they are due to
give me a report any day now. We certainly will study that.

Again, we are not going to reduce beds; we may relocate beds in
mental health and long-term care. But I think this is a very impor-
tant undertaking, and I am hopeful we can work together to ad-
dress the issues at Waco and other places around the country to
ensure that we are making the right decisions to benefit 21st cen-
tury veterans with 21st century health care, and not the century
gone by.

Chairman NUSSLE. Mr. Schrock.

Mr. SCHROCK. Thank you, Mr. Chairman; and thank you very
much, Mr. Principi, for being here and everybody that is associated
with you. You guys do a great job. I know what I am talking about.
I am not only a veteran, I am a retired veteran. So I know it, and
I know it well, and I appreciate what you do.

Let me mention one thing. You know, when we see all these
charts, no matter who is putting them in, they are all bogus, they
are not worth the paper or the celluloid they are written on. In
2001

Chairman NUSSLE. The gentlemen’s time has expired—oh, I am
sorry. I thought you would at least like my charts.

Mr. SCHROCK. With the exception of the chairman’s charts.

Chairman NUSSLE. The gentleman may continue.

Mr. SCHROCK. Thank you very much.

In 2001, the CBO said we would have a surplus of $5.6 trillion.
That didn’t happen. Today they are saying $2.1 trillion in the hole.
That is not—how do we know? How do we know what is going to
happen tomorrow, let alone next year, 2008, 2009? We just don’t.
So that is bogus stuff. And when you see those charts, they have
no credibility with me.
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You just need to look at what has happened in the 108th Con-
gress that has made historic gains for veterans. It is absolutely
monumental. Nothing has ever happened before like it, especially
when you talk about the historic breakthroughs on concurrent re-
ceipt, which sat there dormant for year after year after year. More
has happened with concurrent receipt this year or last year than
ever happened before, and I hope every veteran in this room under-
stands that, because those are the facts.

Mr. Secretary, the most frequent complaints I get from veterans
who are my constituents is their frustration with the processing of
disability claims; and I think we talked about that. I wonder if you
could speak to what improvements are being put into place to ad-
dress this problem.

I know when I have problems with the constituents, I take care
of it. Now I am going to ask the veterans who speak today if they
have gone to their Congressman or they have gone to their Senator
or if they are coming here first to say they have problems. What
they need to do first is go to their Congressman, and my guess is
the congressional people can fix it. I fixed most of them in the dis-
trict I represent. But I am just wondering, is infrastructure in
place to make sure some of these things are taking care of?

Secretary PRINCIPI. Well, it certainly has been a big, big problem
with veterans waiting years for decisions on claims. Shortly after
I came into office we convened a processing reform task force to
look at this. I established the claims processing reform task force
to see what changes need to be taking place, and we started with
the President and the Congress giving us more people to decide
claims. We hired up some 1,300 people. We have trained them. We
now have some wonderful ratings specialists out there.

Secondly, we reformed our processing and changed how we do
this. We created a tiger team in Cleveland to look at the oldest
claims for our veterans over the age of 70. So we literally reengi-
neered our entire claims processing task force.

I brought in Adm. Ian Cooper, who commanded our nuclear
power submarine force Atlantic Fleet and he has done a marvelous
job. His people at every level of the veterans benefits administra-
tion have pulled together and have demonstrated that a large bu-
reaucracy can in fact accomplish its mission when they all believe
that it is important to do so.

So with new processes, new people, and dynamic leadership and
performance standards, I think we have really done veterans a
great service.

Mr. SCHROCK. Mr. Secretary, the President’s budget request in-
cludes proposals to concentrate VA’s health care resources to meet
the needs of the high-priority core veterans, those with service-con-
nected conditions, those with lower income, and those veterans
with special health care needs. Are these core veterans now wait-
ing behind the non-core veterans for care and would non-core vet-
erans continue to receive care if your proposals were enacted?

Secretary PRINCIPI. Yes, I was very concerned that disabled vet-
erans were waiting in line too long to get the needed care, and we
put together a regulation that requires all of our health care facili-
ties to give veterans with service-connected disabilities a priority
for care.
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Secondly, we continue to take care of all veterans who are cur-
rently enrolled, whether they be the poor, the service disabled, or
those with higher incomes, those in categories 7s and 8s. They still
receive care on an equal footing.

We also continue to enroll veterans in categories 1 through 7.

So my answer is in the affirmative. We are providing care to all
veterans who are enrolled.

Mr. SCHROCK. Great.

Thank you, Mr. Chairman.

Chairman NUSSLE. Mrs. Capps.

Mrs. CApPPS. Thank you, Mr. Chairman; and welcome, Secretary
Principi.

Congress has increased the VA budget the last several years over
the President’s request, and I certainly strongly hope that we do
so again. I believe, given your testimony last week to the Veterans
?ffe(tlirs Committee, that you could use $1.2 billion in additional
unds.

I am mindful, as my colleague, Mr. Edwards has said, that it is
very important as we consider this budget—which is, of course, a
reflection of our values—during a time of war, not only for the mes-
sage that it sends but also because these veterans are returning
from Iraq and they are coming back and joining to the need for vet-
erans’ services.

Mr. Secretary, I understand you have two sons that have served
or are serving in Iraq, and I extend my personal gratitude to you
and your family. It is a personal situation when you have that in
your family.

I am a nurse; and, as many of my colleagues have done, as I
have visited Walter Reed Hospital I have been so impressed and
struck by the nature not only of the care and the very skilled care
that is rendered there but the devastating injuries that these vet-
erans are coming back with is part of what we must consider with
this budget here.

Many of these soldiers—and you know better than I this fact—
are going to need care the rest of their lives. We know many are
returning without visible physical injuries. We learned a few things
over the past years and post-traumatic stress disorder is a casualty
of this conflict as well and will be. I notice for example, that the
{nedical and prosthetic research budget has been cut by $20 mil-
ion.

So that is to frame what I would like you to use this time to talk
about, how we—if there is additional funds, how they can be used.
And perhaps even more, that we should be addressing with the na-
ture of the war now, the kinds of injuries our veterans have and
what we are faced with in the future and maybe some projections
about what this cost will be over these years

Secretary PRINCIPI. Sure. Congresswoman Capps, I share your
concerns. And certainly having been up to Walter Reed and Be-
thesda as well, there are some pretty catastrophic injuries up
there. I can’t think of any higher priority than to make sure that
this very large budget overall that we have of close to $64 billion
today, that we have got to make sure that we take care of the men
and women coming back from Iraq and Afghanistan or any service-
man or woman who is injured or disabled as a result of military
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service. I think that is why we were created. And, again, I am con-
fident that we can do so.

Fortunately, the numbers are not as great as they were in pre-
vious wars, you know, with Vietnam and Korea and World War II.
I really do believe that we can take care—we will take care of them
if they come to us. Most of them are being cared for by the Depart-
ment of Defense today at military hospitals, but we are caring for
about 12,000 of those who have been discharged and have come to
us. We just continually have to be there and make sure that when
they need our services, they need new prosthetic limbs, that we are
able to provide them to them.

Mrs. CAPPS. But then, saying that, how could we possibly in this
budget cut the research for prosthetics? I mean, the veteran that
I—the injured veteran that comes to my mind told me that if it had
been Iraq I, he would not have survived his injures. He survived
them, but barely. And the cost for rehabilitating this young man
I know, we all know, it is going to be life long. Are we going to real-
ly be there for them?

Secretary PRINCIPI. The prosthetic research budget is not being
cut. Our research budget overall shows $50 million less than last
year. But I would only say to you that the appropriation of over
$800 million for our research program is roughly half of what we
receive. We receive about another $800 million from NIH, from the
Defense Department, and from pharmaceutical companies to un-
dertake research. Our entire research budget at the VA is closer to
$1.6 billion.

Mrs. Capps. Well, perhaps the gentleman, if there is someone
here representing the Paralyzed Veterans of America, that is where
I got that number. So perhaps they will have some other discussion
to bring up.

Secretary PRINCIPI. Yes, I would certainly—but the prosthetics
alone is not being cut, that I know of.

Mrs. Capps. OK. And, of course, prosthetics are one small piece
of it, actually

Secretary PRINCIPI. Well, yes, they are. They are a very impor-
tant piece, and we need to continue to focus on amputation re-
search for prosthetics and rehabilitation. Given what is happening
up at Walter Reed and the men and women who are coming back,
we need to make sure that we are developing the latest in tech-
nology in prosthetic limbs.

Mrs. CAPPs. Thank you very much

Chairman NUSSLE. Mr. Brown.

Mr. BROWN. Thank you, Mr. Chairman.

Thank you, Mr. Secretary, for coming today and for all you do
for the veterans around the country and particularly in my con-
gressional district. I applaud you for coming down and to speaking
to the Blind Association.

I just want to report back to you that we had a groundbreaking
the other day for our outpatient clinic. We are going from 4,000
square feet to 12,000 square feet, and I certainly applaud you for
that.

Another area that we have been working on—of course, you have
been part of it, too—is the consolidation of services between the
Medical University of South Carolina and the veterans and also
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maybe including DOD. This is a move that I know is being tested
in other areas, but certainly I think it is an efficiency move and
also an opportunity to increase the level of service for our veterans.

I applaud you on the prescription drug program, and I know that
this has been certainly a savings, but it has also been an access
solution, too. And I applaud you for that.

I was over in Iraq, and we visited one of the hospitals there. No
wounded were there because they transport them to America. But
one of the reasons is because the hospitals, of course, there they
are using the same hospitals for not only the Americans but for the
Iraqis, not only the military side but the civilian side, too; and
those hospitals certainly need to be upgraded in order to be able
to accommodate the type of injuries that are coming in.

So I think it is necessary that we are spending those funds to
improve the hospitals over there, not discounting what is being
done here. But I believe, by and large, that the veterans are being
taken care of, I know particularly in my district. I applaud you for
shortening that lead time between the time that the veteran looks
for an appointment and the time he is being accommodated

I don’t have a question. I just want to applaud you for your serv-
ice and for what you do for the veterans. And just like the counter-
part here, if there is a veteran in my area that is having a problem,
I certainly would ask them to call me. A lot of them do. And I am
certainly there to accommodate them. But thank you very much for
being here today.

Chairman NUSSLE. Mr. Thompson.

Mr. THOMPSON. Thank you, Mr. Chairman.

Mr. Secretary, thank you very much for being here; and I, too,
want to join the choir thanking you for the great job that you do.
I have the very distinct impression that it is more than a job with
you, it is really a commitment. I appreciate the passion that you
bring to the job and the passion you bring for the people that you
serve.

I am a little bit concerned with some of the assumptions that go
into your budget, specifically the assumption that we are going to
approve the enrollment fees and the copayment fees. If that doesn’t
happen—and I don’t think some of the veterans that are impacted
by this can be classified as high-income veterans, and I am not
going to support it. So I don’t know how it is all—how all my col-
leagues are going to vote on this, but I am not sure it is a slam
dunk. It creates about a—what—about a $1.5 billion hole. If that
happens, are you going to have the money to do the things that you
want to do?

Secretary PRINCIPI. No.

Mr. THOMPSON. Is the President going to provide the money? Are
they going to find it somewhere else?

Secretary PRINCIPI. I will not have the money. The policy pro-
posals will generate revenues slightly less than $1.5 billion but cer-
tainly—certainly $1 billion, $890 million, somewhere in there. So
that would create a problem for us, and it would mean longer wait-
ing times for veterans to get the care they need.

Mr. THOMPSON. It is the proverbial two horns of the dilemma.
You either don’t have the money that you need, or you are shifting
the cost to a specific group of veterans.
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Secretary PRINCIPI. I agree with you. You know, some may have
high incomes. I mean, we have veterans in those categories who do
have very high incomes, and they are eligible. They served.

But I would only point out to you that keep in mind that a serv-
ice member who retired, an enlisted man or woman who spent 20
years or more on active duty, a tech sergeant, a staff sergeant, a
petty officer, and they have incomes less than these veterans who
may have only served 2 years or 4 years on active duty, are asked
to pay $254 to be enrolled in the TRICARE Prime program. So I
think there is an equity issue here.

Congress has mandated that retired enlisted people with 20
years or more of active duty to be enrolled in the DOD TRICARE
program have to pay $254 a year enrollment fee. I don’t think it
is that unreasonable to ask someone who only served a couple
years on active duty, have no military-related disabilities, may
never have left the United States, and have a higher income than
that retired petty officer, that they don’t have to pay anything. At
the same time, we are asking the poorest of the poor, we are asking
Congress to lift the burden of copays on them, the people who only
have incomes of $9,000 or $10,000. So we are trying to be equitable
in our sense. And if Congress does reject it, though, I appreciate
that, but we will not have enough money.

Mr. THOMPSON. Well I am concerned about those income levels
and the families that will be impacted by that.

The second question I had is on a project that your folks helped
me with quite a bit, and that is the Project SHAD. These are the
military people who were used as test subjects for a number of
years; and then the DOD, as you know, denied that it happened.
We finally found out that it did happen, and we are trying to get
upwards of around 5,000 veterans do be evaluated by VA to see if
exposure to things like sarin gas and VX nerve gas and anthrax
and e-coli have caused them any long-term problems.

I just want to know if you feel that you have the resources in
this budget to be able to serve the needs of those veterans that
were these test subjects and if you feel comfortable that there has
been enough research done to try and identify those people and if,
in fact, this Dr. Spinlove’s deposition regarding the additional files
at Deseret Test Center is going to produce any more veterans

Secretary PRINCIPI. I think we have made great progress in iden-
tifying those veterans who were involved in those tests. There may
be some that we don’t know yet. We have done a major outreach
to them to get them in, to get them evaluated, to make sure they
understand

Mr. THOMPSON. Have you been able to look at Spinlove’s testi-
mony that there is some files at Deseret that would disclose further
veterans or a greater extent of the tests?

Secretary PRINCIPI. I haven’t, Mr. Thompson, but I will do so.

Mr. THOMPSON. Thank you very much.

Chairman NUSSLE. Ms. Brown-Waite.

Ms. BROWN-WAITE. Thank you, Mr. Chairman.

Secretary Principi, I want to thank you very much for caring and
truly caring about veterans, getting those disability claims times
down and making sure that there is a greater access to health care
out there.
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Given the fact that last year when the President’s budget in-
cluded some copays and user fees, given the fact that it obviously
wasn’t successful last year—and, quite honestly, I am not quite
sure that the chances for success this year are any greater—
wouldn’t it be better if the committee counted—in other words, in-
creased the recommended amount? Because the truth of the matter
is, I am just not sure that those copays are going to pass. So we
want to make sure that you are adequately funded.

Would you respond to that, please.

Secretary PrRINCIPI. Well, if I understand your question, Con-
gresswoman Brown-Waite, if Congress doesn’t enact the policy ini-
tiatives, then clearly our budget is not going to be adequate to meet
the full demand for care.

You know, when I talked about the $1.2 billion that I requested
in response to a question, I don’t want it to be misconstrued. That
was part of the negotiation process. As a result of that process, we
came up with these policy initiatives. But the fact of the matter is
that we are counting on the revenues from those co-pays to help
us meet the demand for care.

Ms. BROWN-WAITE. But if you don’t get the copays, then obvi-
ously you are not going to be able to meet the demand for care.

Secretary PRINCIPI. That is correct.

Ms. BROWN-WAITE. Is that a logical conclusion?

Secretary PRINCIPI. That is correct.

Ms. BROWN-WAITE. OK. So that making sure that you have ade-
quate funding for that level of care, one way of accomplishing that
would be to increase the requested amount by—that Congress
would increase that requested amount. I am sure you wouldn’t ob-
ject to that, would you, sir?

Secretary PRINCIPI. Well, I believe our budget proposal is a good
one. If the copays are rejected, then we will need additional fund-
ing or we are going to have longer waiting times. So that is a deci-
sion that Congress will have to make.

Ms. BROWN-WAITE. When is the CARES report actually sched-
uled to come out? I keep hearing it is coming out, and it keeps get-
ting postponed and postponed. Quite honestly, I just haven’t read
why 1t has been postponed.

Secretary PRINCIPI. In 1 hour. It is going to be delivered to me
at 3:30. Today, I received the report from the chairman of the Com-
mission. It was delayed because they needed additional time to
complete their work, which I granted because this is a very impor-
tant process. But it will be delivered today. And the Congress will
be—congressional staff are going to be briefed tomorrow.

Ms. BROWN-WAITE. That is great.

I am also hearing that many of the medical records at the var-
ious hospitals and the clinics are going to be available online. So
when a veteran goes from one facility to another, that there is not
this, well, gee, it will take us three days to get your paperwork out
of a storage facility. How soon is that actually going to be online.

Secretary PRINCIPI. It is actually coming online this year, but it
will be completed by the end of fiscal year 2005. So that the com-
puterized patient record of anywhere a veteran travels, that record
can be accessed at the hospital he visits. So if he is coming from
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New York to Florida for the wintertime, they will have that record
in Florida.

Ms. BROWN-WAITE. That is great. And are you concentrating on
those States where there is a lot of mobility first?

Secretary PRINCIPI. Yes, indeed.

Ms. BROWN-WAITE. Great.

One last question. I briefly read something last week about you
were doing something about prescription drugs, a survey or some-
thing, about prescription drugs only.

Secretary PRINCIPI. You know, we are looking at the issue of
about 30 percent of the veterans who come to us for care are com-
ing for prescription drugs only; and, of course, we enroll them in
the system and provide them the care and the lab tests before pre-
scribing drugs. We are going to do some surveys to see what per-
centage of the veteran population are interested in the prescription
drug only program and trying to get better information so that we
can fashion our programs accordingly.

So we had a pilot program a while ago. Any veteran who was on
a waiting list who only wanted prescription drugs, we filled them.
Now we are going to try to do a survey to better understand the
veteran population, what their needs are, so that we can make bet-
ter policy proposals to Congress on prescription drugs.

Ms. BROWN-WAITE. Thank you very much, Mr. Chairman.

Thank you very much, Mr. Secretary.

Chairman NUSSLE. Ms. Majette.

Ms. MAJETTE. Thank you, Mr. Chairman; and thank you, Mr.
Secretary, for the work that you are doing on behalf of this Na-
tion’s veterans.

I represent Georgia’s Fourth Congressional District, and I am
proud to have the Atlanta VA Medical Center in my district. I am
very proud of the hard-working and dedicated employees that I be-
lieve has made this one of the most successful VA hospital in the
country.

I just recently visited the hospital and the facility and met with
the hospital director, Thomas Capello. I met many of the very dedi-
cated employees, and I spoke with some of the patients who were
very pleased with the care that they were receiving, and I certainly
want to pass that on to you.

But, Mr. Secretary, while being at the facility I discovered what
a difficult job it is that these men and women have to provide the
kind of care that our veterans need and that the job is getting more
and more difficult. In this facility this year alone, they treated
more than 10 percent more than—their patient—the number of pa-
tients treated was more than 10 percent, or a 10-percent increase,
rather, than over last year. There is a wonderful eye clinic, and
they are able to do so much for the patients, but they could do
more with more resources.

I certainly agree with you that it is imperative that we mod-
ernize the infrastructure, and they have a great challenge at this
particular facility. The wards are very attractive, given what they
have, but they are also outdated, many of them—or many of the
rooms are not handicapped accessible, and they have not been
structurally improved since 1967.
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I was pleased to see that one of the wards has been funded with
a minor construction project, but there are still two others that re-
main that need to be remodeled and revamped. They are just struc-
turally inadequate.

I know that you asked for $1.2 billion more in your Department’s
budget more than the President had included in his request. If you
would, please address for me how you think that extra $1.2 billion
would be best spent, how you would allocate those additional re-
sources, and whether any of that money would go to improving the
facilities in Georgia in particular.

Secretary PRINCIPI. 